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Main Imports from US (1975) Machinery other than electric, $198.] 
million; ates equipment, $71.3 million; Cereals and Cereal 


Preparations, 


Textile Fibers (not manufactured into thread or yarn) $42.6 
million; Chemical Elements and compounds $39.4 million; Explosives 
and Miscellaneous Chemical Products, $35.4 million; Base Metals, 


$16.4 million. 


Preliminary. 
Revised. 
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Peso value converted to dollars using exchange rate for that period. 
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90-day lending rate for prime commercial borrowers. 
Percent change compouted at constant 1967 prices. 
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Summary : 


Domestic economic activity during the first semester of 
1976 indicates that GNP growth is close to that of 1975. 
Agriculture, fisheries and forestry posted a 6.3% growth 
for the 1975-76 rs year while manufacturing improved 
slightly. As in 1975, the Philippine balance of payments 
continued to be a cause for concern. Although import 
payments declined, = wareana fell even further, 
producing a trade deficit of $543 million for the first 
six months. Inflation was kept to a modest annual rate 
of 5.4%. Money supply rose by 4.1% over the end of 1975 
level and 11. for the twelve months ending June. The 
outlook for 1976 is another trade deficit on the order 
of $1 billion and slightly higher growth than the 5.8% 
registered in 1975. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate Remains Steady 


The full effects of economic recovery abroad - perhaps 
the main ingredient for robust growth - have yet to be 
felt. Domestic economic activity however was sufficient 
to indicate GNP growth approximating 1975 levels; that 
is, in the five to six percent range. 


Central Bank (CB) preliminary figures show a 6.3% growth 
in agriculture, fisheries, and forestry for the crop 
year (1975-1976). Leading the favorable trend in out- 
put were food crops, particularly palay, corn, banana, 
and pineapple. Industrial aaah for the semester was 
moderate at 2.2% with contributory increases in the 
manufacture of food, beverage and footwear. Accelerated 
construction activity contributed to a 4.3% rise in 
employment. The utilities, manufacturing, commerce, 
transport and service sectors also contributed to the 
increase in jobs. 


Continued Balance of Payments Problems 


With the continuation of sluggish demand and depressed 
prices for exports which characterized most of 1975, 
foreign exchange transactions ended the semester with 
an overall deficit of about $173 million. This was an 
improvement over the $264 million deficit registered in 
the first semester of 1975, attributable to an improve- 
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ment in the capital account. Import payments declined 
by 7%, but export receipts fell even further by 17.1%, 

roducing a merchandise trade deficit of $543 million, 
19.9% larger than that of the first semester last year. 
Three of the top exports declined compared to 1975. 
Sugar fell by 42%. Receipts for forest products were 
also down, owing in part to conscious government 
policy (a partial ban on exports of raw logs). Copper 
earnings were up by 33%; coconut products also rose by 
16% due to a 68% increase in volume. Clothing, textile 
yarn and plywood also performed very well but from 
relatively low bases. 


Non-merchandise trade posted a surplus of $59 million, 
68% below the level for the same period last year. 

This is attributable to smaller earnings from interest 
income and tourism. Transfers registered net receipts 
of $100 million. Net inflows of long-term capital 
amounted to $169 million, more than four times the 
comparable figure in 1975, owing to greater loan avail- 
ments by the private sector, particularly some major 
firms in manufacturing, a and services. Short- 
term capital inflows netted $37 million, compared to 

an outflow of $168 million in 1975. Compensatory 
borrowings by the CB amounted to a net inflow of $227 
million, thereby preventing a deterioration in inter- 
national reserves. These reserves stood at $1,143 million 
at the end of June, atually higher by 3.9% compared with 
end-March levels. External public debt stood at $2,358.5 
million, and the debt service ratio rose to 16.4%. 


The peso remained firm over the period, and the inter- 
bank rate at the end of June, ¥7.43 per U.S. dollar, 
had actually improved slightly over ~7.49 at the end 
of 1975. As of the end of August, the rate was still 
¥7.43 per U.S. dollar. 


Inflation Under Control 


Inflation was held at a modest annual rate of 5.4%, 
compared to 13.6% in the first semester of 1975. 
However, the rate began to creep upward in the latter 
part of the semester, increasing to a 9.3% rate in June. 
Contributing to this trend were typhoons which wrought 
havoc on food prices and caused bottlenecks in the 
supply system and the transportation network. Addi- 
tional factors were increases in the minimum wage and 
land transport fares plus upward adjustment in the 
controlled prices for rice and corn. During July, how- 
ever, ye increases tapered slightly to an annual 
rate of 7.1% 





The Policy Environment 


Government fiscal policy is gradually assuming a more 
expansionary character. Since fiscal year 1974 the 
ratio of the financial gap (budgetary deficit) to 

GNP has been rising steadily, reflecting the increas- 
ingly active role of government in economic development. 
Currently, fiscal authorities are preparing a budget 
for 1977 with a revenue/GNP ratio of 16%, and an 
expenditure/GNP ratio of 19%. 


As noted in the previous Report, the Central Bank 

in January issued a series of circulars to raise 

the yields on deposits and loans of longer maturities 
as well as to minimize the spread between regular 
bank deposits/credits and money market rates. Gener- 
ally lower money market rates have since prevailed 
and savings and time deposits of the entire banking 
system grew by around 24% from June 1975 to May this 
year. 


Money supply reached an estimated $1,441 million by 
the end of June, greater by 4.1% than the end-1975 
level and 11.8% on an annual basis. Growth in money 
stock and expansion in quasi money (savings and time 
deposits, anddposit substitutes) led to 9% semestral 


and 23% annual increases in domestic liquidity to 
$4,225 million. 


Reported oil finds in the Philippines coupled with 
renewed interest in mining issues produced intense 
interest in the thinly-based stock market. To 

induce greater foreign participation in the stock 
market, the government authorized securities trading 

on dollar boards which, however, has inspired little 
interest. Repatriation of profits of foreigners 

from trading in Philippine stocks has also been assured. 


There was continued brisk construction activity during 
the semester as office buildings, condominium apart- 
ments, tourist resorts and hotels were being erected. 
Construction of hotels and the convention center for 
the October IMF/IBRD meet in Manila has absorbed about 
30,000 laborers. To preclude a mass lay-off of workers 
after these projects are ccmplete'!, the government is 
considering plans to embarl. on accelerated infrastructure, 
government building and hovsing priects. Housing con- 
tinues to be among the top governmeit priorities and 
the private sector is called upon to extend housing and 





real estate loans to employees. Private corporations 
may also be required to enter into housing projects 
for workers. 


Energy 


The country continues to cope with a large oil import 
bill. Excluding an estimated $16 t $18 million in 
importations from the Peoples' Republic of China, for 
which there are no official figures, the aggregate 
dollar outlay for crude oil imports covering the 

first half of 1976 was $389.1 million, up by $27.9 
million from the same period last year. This increase 
is due almost entirely to per barrel price increases 
since crude oil imports actually declined by 0.3% to 
34.25 million barrels for the first half of 1976. 
Total oil industry demand increased by just 4.4% during 
the first half of 1976 over the same period in 1975. 
This is attributable primarily to slower economic 
growth than anticipated, particularly in the manufac- 
turing sector, as well as to the government energy 
conservation program. 


Interest in oil exploration was heightened by President 
Marcos’ announcement of offshore oil discoveries in 
March and August. The finds are of uncertain quantity, 
however, and efforts to discover commercially exploitable 
fields of hydrocarbons continue. Meanwhile, National 
Power Corporation (NPC) bonds worth $367.2 miliion have 
been floated in the United States to finance Philippine 
imports from the United States in conjunction with the 
construction of a $1.1 billion nuclear power plant in 
Bataan. The bonds are guaranteed by the Export-Import 
Bank of the United States and in turn guaranteed by the 
Philippine Government. 


The Outlook For 1976 


Economic recovery of the Philippines' major trading 
partners, the United States and Japan, has begun. 
Effects of this recovery have already been felt, as 
indicated by an uptrend in export receipts during May 
and June. This development, together with long-term 
sugar contracts signed with foreign buyers, the improve- 
ment in metal prices, and favorable response of new 
commodity outlets, encourages optimism for potentially 
higher exports. Although anther trade deficit on 
the order of $1 billion is e: pected, the trade picture 





should look better at the end of 1976 than it did at 
the end of 1975. 


The National Economic and Development Authority is 
targeting a 7% growth rate for GNP. Actual perform- 
ance for 1976 may be somewhat lower, however. 


IMPLICATIONS FOR THE UNITED STATES 


Further exploratory discussions on a possible successor 
treaty to the Laurel/Langley Agreement, which expired 
over two years ago, took place in April, in Washington. 
Issues were clarified and areas of possible agreement 
identified, but no definite date for further talks has 
been set. 


Opportunities for U.S. Businessmen 


As noted in the previous Trends Report, businessmen 
from Japan, and increasingly from Europe, are 
aggresively —— to the Philippine market, offering 
increased competition to U.S. companies. As expected, 
a general worldwide recovery has begun to be felt in 
the Philippines. Soon, it will be important for U.S. 
sales representatives to position themselves for the 
new orders for capital goods that will result. 


A heavy demand should develop for forest industry 
equipment and plant over the next few years as the 
Philippines moves toward full implementation of its 
"log export ban" designed to force processing within 
the country. According to one private estimate, some 
$800 million worth of equipment will be required for 
full conversion of the industry to wood products. A 
U.S. timber industries trade mission was held in Manila 
and Davao in February 1976, and will be followed by a 
timber industries trade fair in late 1977 


Rural development projects present promising potentials 
for U.S. firms in the health care and electric power 
a fields. A health care technical sales seminar 
was held in April 1976. A U.S. office ret com- 
puters and supplies catalog show was held in May 1976 
and an educational equipment catalog show in June 1976. 
These promotional events confirmed the existence of a 
need for health care equipment, where U.S. equipment 
tends to hold a predominant share of the market. 


Other sectors that promise good prospects for growth 
and thereby U.S. equipment sales, ps food prosessing 





and packaging, metalworking and finishing, and materials 
handling equipment and systems. A metal vont trade 
mission is scheduled for Manila for December 19/6. 


Opportunities for supplying and servicing various 
infrastructure projects financed by international 
institutions were discussed in the previous Trends 
Report. . 


Four projects presently being considered may offer 
opportunities for U.S. engineering firms and machinery/ 
equipment suppliers. A design engineering firm for 

a $200 million copper smelter will be selected soon, 
and tenders for construction and supply are expected 
in early 1977. . Also on the horizon are a $200 million 
super phosphate fertilizer aes being organized by 
the Fertilizer Industry Authority to serve ASEAN, a 

$1 billion petrochemical complex, being organized by 
the PNOC, and a $1.2 billion integrated steel pro- 
duction project being organized by the Iron and Steel 
Authority. 


In early September, monetary authorities began a 
series of hearings on guidelines for offshore banking 
in the Philippines. It is likely that the Government 


will institute a scheme, similar to that in Singapore, 
whereby financial institutions can establish offices 

to utilize foreign currency-denominated deposits to 
engage in offshore lending activity and possibly, under 
defined conditions, in domestic lending. 
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